Introduction
Organic dairying continues to grow in popularity and organic dairy products continue to increase in market share. Dairy producers often pose the question if organic dairies are more profitable than conventional or grazing dairies? The answer depends on many variables and especially the management ability of the operator. Organic dairying has its production challenges but good profits can be earned for producers who manage the organic system well.
Materials and Methods
Iowa State University Extension and Outreach teamed up with CROPP Cooperative/Organic Valley to analyze the profits on 31 organic dairy farms broken into three groups from Eastern Iowa, Southwest Wisconsin, and a combination of North Carolina, Virginia, and West Virginia. Individual region data is included at the end of this article.
The Iowa and Wisconsin farms are clustered into three profit groups-high, medium, and low. The NC, VA and WV farms are split into two profit groups-high and low.
In all three regions, data shows organic dairying can be fairly profitable. But, as the lower profit group shows in all three regions, net income per cwt. equivalent may be negative meaning that opportunity costs for unpaid labor and equity may not be fully covered.
Profitability was determined based on a combination of the following measures: 1) Rate of Return on Assets 2) Cost of milk production per cwt. equivalent 3) Return to Unpaid Labor per hour
Results and Discussion
Iowa Profit Highlights (15 farms) The Iowa data set defies traditional milk production logic with the highest profit group having the lowest milk production per cow but there was only a 7.5% difference among the three groups. The major point causing this inverse relationship is that two farms who have reduced grain feeding to near zero made their way into the most profitable farms with herd averages in the 6,000 -7,000 pounds of milk range. The more profitable Iowa herds benefited from labor efficiency relative to the medium and low profit farms. The high profit farms had significantly more cows per FTE (43 vs. 33 and 33); more cwts. of milk sold per FTE (4,566 vs 3,897 and 3,664); and less labor cost per cow ($807 vs. $1,093 and $1,361) relative to medium and low profit farms.
The medium profit organic farm group has a varied personality and gives confidence to the viability of the small organic, low-input dairy. Although it is the opinion of this author that "no grain" and "low grain" feeding are not the most profitable option, producer data is proving that it can be viable, even if not the most profitable. High Profit farms in Iowa again had higher fertilizer and seed cost per acre similar to 2013 data. Higher crop inputs seemingly translate into higher feed production per acre and less purchased feed costs per cow.
Wisconsin Profit Highlights (9 farms)
Wisconsin performed quite similar to Iowa in many aspects, including the inverse relationship between profit and milk production per cow. The highest producing herd, with good labor efficiency, just barely made its way into the low profit group as shortage of acres caused high purchased feed costs. In a small data set, one farm can skew results dramatically as is the case here.
Wisconsin, like Iowa, showed a very high correlation between profits and labor efficiency. The high profit farms in both states tended to milk in a high efficiency system such as a TRANS Iowa Low Cost Parlor with one producer handling 72 cows per FTE (Full-Time Equivalent) of Labor. Like Iowa, the High Profit farms had significantly more cows per FTE (42 vs. 25 and 28); more cwts. of milk sold per FTE (4,913 vs 3,302 and 4,304); and greater net return per FTE ($68,053 vs. $38,575 and $19,178 ) than medium and low profit farms.
The data set on the medium profit farms demonstrates that high net farm income, even after adjustments for inventory, does not show the full picture of profitability or production costs. This is the reason why opportunity costs of both unpaid labor and equity need to be considered in order to fairly compare one farm to another. The opportunity cost is what the unpaid labor and equity could have earned being employed elsewhere. This data set also shows the important balance between acres managed and cows, as high or low acres per cow lessened profit, but tough to infer with the limited number of farms.
NC, VA and WV Profit Highlights (7 farms)
Even with the smallest data set, this "SE USA" data set had both the highest and lowest profit farms. Thus, the profitability of the farms in this data set was extremely variable, especially in comparing the two most profitable farms versus the lowest profit farm with differences in production costs (>100%), return on assets (>25%) and returns to unpaid labor (>$100/hour). Even within both the higher and lower profit groups, there was a wide range of profitability.
The milking system often has a major impact on labor efficiency. All farms in this group had milking parlors with efficiency potential, but efficiency differed more due to parlor management and design. Thus, land productivity, cow productivity and labor productivity were all important factors. Unlike the other regions, this data set showed a positive relationship with milk production per cow and profit like common sense says it should.
Summary and Data Table
The main findings of all the data is that labor efficiency is a main driver of profitability, more so than production per cow. Capital efficiency, especially productivity of land, is pretty important, too. When operated well, organic dairies can compete with the best of dairy systems in terms of profit.
The table shows a comparison of the three regions analyzed. However, because the data sets are small, it is difficult to conclude one region is more or less profitable than another. However, it does show that good profits are possible in all the regions studied and that, just because a farm is organic does not guarantee high profitability. As with many farm enterprises, there can be a significant variation in profits, based on management and efficient use of labor and capital resources. Bottom line is organic dairying has profit potential! Note: The "average" is calculated as the sum of the individual farms for each item, not a previous item's sum divided by another item's sum, which yields slightly different results.
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